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Since the last report -October 1993- the Spanish National Institute of Statistics has 
released national account figures for the third quarter of 1993 and has revised the figures of 
previous quarters. As a result the recession at the end of 1992 appears now more intense and 
for the first three quarters of 1993 the Spanish GDP experienced a recovery with quarterly 
rates of growth close to zero. This recovery is due to the contribution of the foreign sector 
to GDP growth, while the revised consumption and fixed investment components of the 
domestic demand show less negative quarterly rates of change than those previously 
published. 
From the production side, the figures of the industrial production index have been 
revised likewise. Thus, one can estimate now that th! production of consumer goods has 
passed from a negative underlying rate of change -annual rate of change of the trend- of 8 % 
in the summer of 1992 to a negative 2.8% (forecasted) in December 1993. Similarly, the 
• This note has been published in Economic Forecasts, January, 1994 . 
•• I am very grateful to C. Escribano for his comments and suggestions to a previous 
version of this report. I am also grateful to E. Senra for her help in the computations. 
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equipment production has passed from negative rate of change of about 11 % to less negative 
5 % on the same period. Accordingly with these figures the destruction of employment in the 
whole industrial sector is diminishing, but it will still continue in 1994 with a value around 
3 %. In the service sector, the employment destruction has been highly reduced, and for the 
fourth quarter of 1993 it can be forecasted that the underlying rate of growth in employment 
will not be negative. Finally, the building sector registers the highest rate of employment 
destruction at an underlying rate of 8.5% along 1993. Nevertheless the leading indicators for 
the production in this sector indicate a certain recovery all through 1994. In any case, the 
unemployment rate in the Spanish economy will pass from 24.4% at the end of 1993 to 
26.2 % in the last quarter of 1994. 
The behavior of foreign trade during 1993 has been characterized by a solid growth 
of nominal exports, which is expected to continue in 1994. Thus the underlying rate of 
growth in 1994 for the exports of goods will be about 12%. On the other hand, the nominal 
imports of goods were still decreasing at the beginning of 1993, with a possible later 
recovery. Accordingly with the provisional published figures this recovery is huge, but all 
figures corresponding to 1993 could be deeply revised, because with the abolition of customs 
inside the European Union the measurement of imports has experienced great problems, and 
not all of them have been adequately solved. In any case, and taking into consideration the 
evolution of prices, the foreign sector has had an important positive contribution to GDP 
growth in 1993. 
Unfortunately the contribution of the foreign sector has been diminishing over 1993, 
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countries. In that sense, the underlying rate of growth of the consumer price index has been 
quite stable during 1993, oscillating around 4.6%. This level in the underlying rate of growth 
of the CPI is made up by an underlying inflation around 4 % in the good markets and near 
7 % in the service market. The expectations for 1994 are more uncertain than usual due to 
the difficulty in forecasting the increases in wages and productivity, but it can be said that 
it is unlikely that the annual rate of growth of the CPI in December 1994 would be less than 
4 %. With this rate of inflation the competitiveness of the Spanish goods and services will be 
reduced during 1994. At the same time a vigorous exporting sector and an incipient mildly 
recovery in the domestic demand will induce a sustained positive rate of growth for real 
imports. 
The above considerations lead to the macroeconomic forecasts for 1993 and 1994 
shown in table one. This table indicates that the domestic demand has been very depressed 
during 1993, registering a decline of 3.1 percentage points in its annual average level. On 
the other hand foreign trade on goods and services has contributed with more than two 
percentage points to the growth of the Spanish economy and as a result the forecast for GDP 
points to a fall of 1 %. Accordingly with table 1, during 1993 both consumption and 
investment have decreased. The predictions for 1994 indicate a mild recovery of investment 
all along the year to end up with an average annual rate of growth of 0.4 %. On the other 
hand the recovery of consumption will be smaller and it will not take place from the 
beginning of 1994. Consequently its annual rate of change for this year will still be negative 
(-0.6%). All this will make that for the annual average the domestic demand will decrease 
0.2 %. Table 1 also shows that the contribution of the foreign sector to economic growth is 
declining along these two years, and for the annual average of 1994 will just be over a half 
3 
of a percentage point. All this imply that for 1994 the rate of growth of GDP will be very 
modest around 0.4 %. 
The figures in table 1 illustrate how much the recovery of the Spanish economy 
depends on the foreign sector. But once the economy starts to recover, more imports are 
needed to attend production and if the terms of trade move against the Spanish commodities 
the declining of the contribution of the foreign trade to economic growth can be greater than 
the contribution from the incipient growth shown by the domestic demand. In this case, the 
whole process of recovery could be aborted. Therefore, the control of inflation in 1994 seems 
particularly important. At this moment, the available inflation forecasts are over 4 %, which 
given the published forecasts for other countries it must be taken as a maximum for the 
inflation rate which the Spanish economy could afford in 1994, without stopping the mild 
recovery which is forecasted at this time for the year. On the contrary, if all the economic 
agents associate possible improvements in their incomes with gains in productivity in their 
corresponding institutions, the inflation rate could be lower and the economic growth greater 
and much sounder. An inflation rate significantly higher than 4% will probably push the 
Spanish economy to a longer recession. 
The forecasts given for 1994 include a modest but continuous growth in investment. 
In order to achieve it, the evolution of the real interest rates and the expectations and 
confidence on the Spanish economy play an important role. For these expectations, the 
economic policy implemented by the government is going to be important. In that sense, one 
observes that the public deficit for 1993 will be no less than 7.2% ofGDP, which means that 
the net increment of public debt in 1993 is going to be more than three times the 
4 
corresponding increment in 1992. It is true that with this growth of public debt the 
Treasury's recourse has been reduced in 1,344.6 billions pesetas but even taking this into 
account, the debt net increment would still be more than double that in 1992. The budget for 
1994 includes a public deficit of 6.7%, which incorporates a considerable increase on 
investment expenses. This public investment is necessary in order to reduce costs in the 
running of the Spanish economic activity and therefore it could help in pushing the recovery . 
But at the same time it is required that at the end of 1994 the public deficit would be well 
within the 6.7% of GDP, in order to avoid excessive pressure on financial markets which 
will prevent a reduction on interest rates. 
The fulfillment of this public deficit objective is not going to be easy, but it must be 
one of the highest priorities for the economic authorities. This achievement will not only 
help in the evolution of interest rates but will also improve the confidence of foreign 
investors on the Spanish economy. As a matter of fact the reduction of interest rates is not 
only important on itself, but also because it is an indicator that some disequilibria of the 
Spanish economy are in the way of being cured. The recent financial problems of Banesto, 
and the solution given will certainly have an important impact on interest rates. 
It has been mentioned above that consumption will still be depressed in the first half 
of 1994 with a very mild recovery in the second part of the year. Besides, the possible 
growth of the Spanish economy will be based on gains in productivity and therefore the effect 
on employment will be small, which in turn would imply that the recovery of consumption 
would be slow. In those circumstances it is not going to be possible to push the domestic 
demand from the public sector unless strict measures to increase the efficiency of public 
5 
expenses, are implemented. A more efficient public expenditure would imply reducing costs 
in the economic activity and improving the social welfare, which will be a good guarantee 
that a deficit today to increase demand could be paid tomorrow. 
It seems that the Spanish economy has problems from the supply and the demand 
sides and both require reforms from the public sector that ensure that it could be possible to 
push the demand without putting inflation and interest rates at levels which create supply 
problems and without damaging future expectations on the economy. 
The above forecasts for the Spanish economy in 1994, show a mild recovery of the 
GDP based on the contribution of the foreign sector and the mild recovery of the construction 
and the equipment sectors. Both things depends heavily on the following factors: 
(1) The reduction of interest rates in order to reduce the rate of growth of private and 
public debt services, and to motivate private investment. 
(2) The reduction of the rate of growth of production costs due to salary increases above 
productivity increases. 
(3) The reduction of inflation rates, in order to preserve the competitive advantage in 
terms of trade due to the devaluation of the peseta. 
If these conditions improve quite rapidly the domestic demand may not decrease in 
1994, but may recover mildly, and then a greater increase of GDP reaching 0.8% could be 
6 
obtained. However, their satisfaction depends on internal and external factors like: 
(l) The stabilization of the European project. 
(2) The increase in competitive pressure on the non exportable goods and services. 
(3) The solution of the financial crisis generated in Spain by the crisis of Banesto. 
(4) The capacity of the public sector to reduce its demand of resources in the financial 
markets in order to continue the reduction of interest rates. 
A negative evolution of these factors would affect the Spanish economy and the GDP 
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SPAIN 
Nominal GDP (1992, billions pesetas) ........................ 58,852 
Exports (1992, billions pesetas) ............................ 10,357.9 
Imports (1992, billions pesetas) ............................. 12,034.2 
SUl\f1\1ARY TABLE OF FORECAST 
SPAIN 1992 1993 1994 
Growth 0.8 -1.0 0.4 
Consumption 2.4 -1.1 -0.6 
Investment -3.9 -9.4 0.4 
Exports 6.7 6.1 6.8 
Imports 6.6 -3.7 3.4 
Unemployment (4th quarter) 19.5 24.4 26.2 
Inflation (CPI in December) 4.6 4.1 
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APPENDIX 1 
Annual rates of growth of the c~mponents of G.D.P.1 
The figures referred to the IV quarter of 1993 and the four quarters of 1994 
are forecasts. 
COMPONENTS OF REAL G.D.P. 
% Change on previous year 
1992 1993'" 1994" 1993· 1994· 
I 11 III IV" I" 11-- 111-- IV-· 
PRIVATE CONSUMPTION 2.1 -1.9 -0.6 -0.8 -2.2 -2.5 -2.2 -1.6 -0.8 -0.3 0.5 
PUBLIC CONSUMPTION 3.8 1.8 -0.8 2.5 1.7 1.8 1.3 -0.2 -0.5 -1.2 -1.1 
FIXED INVESTMENT -3.9 -9.4 0.4 -10.5 -11.4 -9.8 -5.7 -3.5 -0.1 2.2 3.0 
- machinery and equipment -2.5 -15.2 0.1 -17.0 -18.5 -15.5 -9.0 -4.5 -0.2 2.2 3.2 
- construction -4.8 -5.8 0.5 -6.4 -6.9 -6.2 -3.8 -2.9 0.0 2.1 2.9 
CHANGE IN STOCKS 29.6 -11.5 19.3 -32.1 -14.3 -8.0 2.0 75.4 21.8 0.7 9.1 
DOMESTIC DEMAND 1.1 -3.1 -0.2 -2.8 -3.8 -3.5 -2.4 -1.4 -0.4 0.1 0.9 
EXPORTS of GOODS and SERVICES 6.7 6.1 6.8 5.4 6.1 6.4 6.8 6.8 6.6 6.9 7.0 
IMPORTS of GOODS and SERVICES 6.6 -3.7 3.4 -2.0 -4.9 -5.0 -2.7 1.8 3.8 4.1 4.1 
GDP at market prices 0.8 -1.0 0.4 -1.3 -1.4 -0.9 -0.2 -0.4 0.1 0.6 1.4 
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APPENDIX 2 
Charts of the underlying growth of the main economic indicators 
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APPENDIX 3 
The main economic indicators: Tables 
INDEX 
Industrial Production Index: 
- IPI 
- Consumer Goods 
- Equipment Goods 
- Intermediate Goods 
Employment-Unemployment 
- Employment 
- Non Agrarian Employment 
- Industry Employment 
- Construction Employment 
- Services Employment 
- Agrarian Employment 
- Non Agrarian Unemployment 
Exports-Imports 
- Exports 
- Non Energy Exports 
- Imports 


































INDUSTRIAL PRODUCTION INDEX 
Original 




































value in t 























































































































value in t 


























































































































































value in t 






































































































































































value in t 




































































































1990 I 12482 12516 
II 12557 12565 
III 12657 12593 
IV 12620 12619 
1991 I 12580 12638 
I] 12622 12632 
I1I 12677 12603 
IV 12559 12562 
1992 I 12449 12519 
11 12458 12458 
111 12412 12333 
IV ]2146 12152 
1993 I 11882 11984 
11 11868 11871 
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574932.92 9.3 22.54 
591638.66 10.1 22.87 
608091.20 11.8 22.66 
622776.28 13.6 21.99 
634549.93 15.1 20.96 
644042.44 14.7 19.74 
652158.81 14.2 18.46 
659492.70 14.6 17.20 
666445.79 13.8 15.99 
672670.13 15.5 14.83 
677261.56 13.8 13.76 
Inertia 
Medium-term 
growth 
expectations 
8.8 
9.1 
9.8 
lOA 
11.1 
11.3 
11.6 
12.0 
12.0 
12.9 
11.7 
Seasonal 
Factor 
96A7 
98.33 
101.08 
110.97 
109.99 
101.07 
102.12 
61.90 
92.43 
104.70 
107.61 
106.89 
94.34 
103.83 
114.17 
103.85 
104.52 
106.88 
104.67 
58.34 
93.76 
101.55 
109.48 
108.96 
88.38 
99.27 
112.31 
107.54 
102.40 
106.47 
101.26 
62.29 
94.27 
99.19 
111.48 
